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THE ALLOCATION OF COSTS OF FEDERAL WATER 
RESOURCE DEVELOPMENT PROJECTS 





Prosects or Po.icy 


In its study of the policies, procedures, and practices involved in the 
authorization and construction of improvements of rivers, harbors, 
and other waterways in the interest of navigation, flood control, and 
related purposes, the subcommittee has noted a tendency on the part 
of many of those concerned to relegate policy formulation to a place 
of low consideration. The agencies piously declare that the estab- 
lishment of policy is a function of Congress in which they do not 
— ipate. That seems to dispose of the subject and they are then 

eady to discuss specific projects. Such a position is astounding 
win project authorizations in law adopt projects in accordance 
with recommendations of the agencies. A cursory examination of 
these recommendations, as set forth in printed public documents, 
clearly shows that they are concerned not only with physical aspects 
of public works but with policies pertaining to the specific proposals. 
Federal policy today seems to consist of a limited number of specific 
statements in law plus the sum of a great number of small segments 
scattered through various adopted agency recommendations. 

It is true that every individual Member of Congress is at some time 
concerned with a specific project. Only a relatively few members can 
be continuously concerned with basic policy. As a result it seems 
that Federal concern with water-resource development is centered on 
projects, their proposal, authorization, construction, and operation. 

It is the considered opinion of your subcommittee that several ele- 
ments in the development of water resources are more important to 
Congress than individual projects. Of these, policy comes first. 
Once Congress has determined policy it can then be in a position to 
approve programs within that policy. Next, procedures for the ac- 
complishment of programs can be established. Finally, the selec- 
tion of specific projects follows as a logical fourth step. 

The absence of clearly enunciated elements of policy is a major 
contributing factor to interagency conflicts and to many of the 
demands for executive reorganization and for the establishment of an 
additional board for coordination and review. This is the first of 
several reports concerned primarily with specific elements of policy; 
projects enter only as illustrations. 


ApvVENT oF MuLTIPURPOSE WoRKS 


At one time most of the work of the Federal Government in the 
field of water-resource development consisted of the construction of 
simple, single-purpose projects. During the past 20 years, the trend 
has been toward complex, multiple-purpose structures. The first 
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step away from the single-purpose structure was naturally to the 
—ee project. If the two purposes were considered to be 
essentially Federal responsibilities such as navigation and flood control 
on the Mississippi River and on the Sacramento River, no serious 
problem of establishing a dividing line between the two purposes arose. 
Similarly, no serious problem of demarcation of purposes seemed to 
develop in the early Federal irrigation projects which included small 
power developments as integral features when even though the ques- 
tion of reimbursement was introduced the whole product of the project 
was consumed by a limited number of beneficiaries who made the 
entire reimbursement. However, as projects came to include three 
or more purposes such as navigation, flood control, irrigation, and 
hydroelectric power development features, some of which were to be 
paid for. by the general taxpayer, and others were to be paid for by the 
immediate beneficiary, the question of allocation became significant. 


Tue Cost ALLOCATION PROBLEM 


Today there are many projects throughout the country coming into 
operation or th construction in which the question of allocation 
of costs is not a matter of simple arithmetic. <A flood-control dam 
built under the original 1936 law might have included a penstock for 
the future development of hydroelectric power. The structure as 
built would be essentially for flood control. If power-producing facil- 
ities were later added, there would appear to be no great problem in 
determining that the costs properly chargeable to power production 
would be those involved in the construction, operation, and mainte- 
nance of these additional features. However, as soon as the practice 
developed of authorizing projects to be built initially for several pur- 
poses, some of which were reimbursable and others nonreimbursable, 
the question of finding the dividing line became one of considerable 
controversy. 

Tuts Reporr 


This report is devoted to an examination of existing practices and 
a determination of whether there is a need for the enunciation of a 
congressional policy for the allocation of costs. 

The conclusions of the subcommittee may be simply stated. All 
costs directly incurred for specific purposes should be charged to those 
purposes. The joint costs should then be so allocated that each pur- 
pose will share equitably in the savings and economies resulting from 
the multiple-purpose approach. 

An examination of existing practices and procedures is not so simple. 
The problem involved can be simply stated as consisting of two parts, 
first, to determine all the costs of the project, and, second, to allocate 
these costs equitably among the various purposes. It seems, however, 
that the approach to the problem differs with nearly every agency 
and the agencies themselves do not approach each example con- 
sistently. The subcommittee has found that an understanding of the 
present situation requires a definition of certain terms and explanation 
of processes used by the technicians. The subcommittee considers it 
unfortunate that to discuss this subject it must use the jargon of the 
technicians rather than more simple and direct English. There 
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appears to be no alternative and the subcommittee hopes that its 
attempt at simplification in these definitions helps in the presentation 
of the problem and does not rather confuse the whole issue. 


ALLOCATION OF Costs 
COSTS 


The first step, of course, in the allocation of costs consists in the 
determination of what the costs are. 

Costs should include all the monetary and financial outlay of a 
program or project consisting of the investment costs, the operation 
and maintenance costs, tax costs (or in a Government-owned project, 
payments in lieu of taxes), and interest on the unliquidated balance 
of the reimbursable investment costs and unamortized balance of the 
nonreimbursable investment costs. 

Investment costs should include expenditures and payments for 
any contributions toward project construction, including materials, 
energy, and supplies; post authorization surveys, plans, and designs ; 
labor and supervision; lands, easements, rights-of-way, and water 
rights, relocations; damage claims, interest during construction; 
operation and maintenance during construction; and capital replace- 
ments or additions. 

Operation and maintenance costs should include post construction 
expenditures and payments for, and contributions toward, the pro- 
curement of materials, energy, supplies, labor, and supervision needed 
to operate a project and to make repairs and for minor replacements 
for keeping the project in sound operating condition. 

Examination of computations of costs made by various agencies 
shows that frequently all of these items are not included. In par- 
ticular, amounts for taxes or in lieu of taxes and an amount for interest 
during construction are frequently omitted. The subcommittee is of 
the opinion that all agencies should include the same elements of cost 
in their studies and calculations. 


ALLOCATION PRINCIPLES 


The allocation of costs of Federal projects to the purposes served 
should be consistent with the degree to which the Congress has 
accepted Federal responsibility for the purposes. In general the pur- 
poses to which costs of Federal projects are allocated should be limited 
to the control of floods and prevention of flood damage, irrigation, 
navigation, watershed management, and electric power and energy 
development and transmission. To the extent that expenditures are 
specifically authorized and made for recreation development, fish and 
wildlife development, domestic and industrial water supply, and 
pollution abatement, such expenditures may properly be allocated as 
costs of these purposes. 

The cost for water-resources development programs may be classi- 
fied into two major categories—separable and joint costs. The 
separable cost for each purpose is the difference between the cost of 
the multiple-purpose program or project and the cost of the program 
or project with the purposes omitted. Separable costs include more 
than the direct or specific costs of physically identifiable services 
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serving only one purpose. They also include all added costs of 
increased size of structures and changes in design for a particular 
purpose over that required for all other purposes. The joint cost is 
the difference between the cost of the multiple-purpose program or 
project as a whole and a total of the separable costs for all program 
or project purposes. 

The subcommittee believes that in allocating costs, first the total 
costs of separable facilities or features of a project should be allocated 
to the respective purposes served by those facilities or features and 
that then the total remaining costs of the project for facilities or 
features used jointly by more than one purpose should be allocated 
among the purposes served in such a way that each will share equi- 
tably in the savings or economies resulting from the joint use. The 
total amount allocated to any one purpose served should not exceed 
the benefits obtained from that purpose. 

The difficult phase of the problem comes about in the allocation of 
the joint costs. It would appear that this difficulty can be mini- 
mized if the procedure developed arrives at the smallest figure pos- 
sible for the joint costs. 


Metruops or Cost ALLOCATION 


While there are a number of methods of allocating costs, many of 
which differ from one another in only minor degrees, the following 
discussion is limited to only a few of the more important methods 
which are used by the Federal agencies or are recommended by 
responsible groups. 

The methods of cost allocation discussed herein are the following: 

Benefit method 

Alternative justifiable expenditure method 
Separable costs—remaining benefits method 
Use of facilities method 

Separate projects method 

Equal apportionment method 

Priority of use method 

Incremental method 

Direct costs method 


THE BENEFIT METHOD 


The first three of the listed methods depend in varying degrees 
upon the benefits obtained from the various functions served. In all 
three, the cost allocated to any purpose will not exceed the corre- 
sponding benefits. 

The benefit method name is applied to two somewhat similar 
methods. The first allocates the total cost of the project among the 
various functions in proportion to their estimated benefits. A princi- 
pal difficulty in this procedure is the necessity of estimating all benefits 
on a comparable basis and reducing them to monetary values. It does 
not follow the principle of determining separable or direct costs first 
and then of allocating joint costs. It assumes the whole project as 
involving a single joint cost. The second procedure designated by the 
same name allocates to each function its direct cost plus a share of the 
joint cost in direct proportion to the estimated net benefits accruing 
to that function. 
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THE ALTERNATIVE JUSTIFIABLE EXPENDITURE METHOD 


The alternative justifiable expenditure method is fundamentally but 
indirectly based on benefits and directly based on the justified invest- 
ment for each function. That justified investment is taken to be the 
smaller of either the benefits ascribed to the function or the cost of the 
most economical alternative single-purpose project which will achieve 
substantially the same benefits as does that function in the multiple- 
purpose project. That investment, sometimes called the alternative 
justifiable investment, represents the largest amount which could 
justifiably be expended on the function in the multiple-purpose project, 
for, in most instances, no more should be spent on a purpose than: 
(1) the value of the benefits accruing from it, or (2) the cost of pro- 
ducing those benefits from the least expensive alternative source. 

Examples of the justifiable single-purpose alternative projects are 
a steam instead of hydro power plant, rail instead of water transporta- 
tion, levees for flood control, or a single-purpose reservoir. As these 
alternative projects are hypothetical, there will be instances where the 
alternative for one purpose is located within the same space as the 
alternative of another function. This physical impossibility, however, 
does not prevent the use of their estimated costs in allocating the invest- 
ment in a multiple-purpose project. 

After each alternative justifiable investment is found, the respective 
direct costs in the multiple-purpose project are subtracted from it in 
order to obtain a figure which is called remaining alternative cost. 

The joint cost (which in this case is the total cost minus all the 
direct costs) is then allocated to each purpose in direct proportion to 
these remaining alternative costs. Each allocated joint cost is then 
added to its respective direct cost in order to obtain the total cost 
allocated to each function. 

This method of allocation has several advantages. First, it partially 
avoids the inaccuracies of the simple benefits method in that it sets an 
upper limit on benefits which is to some extent dependent on more 
objective data. Second, none of the purposes will be assigned costs 
which are greater than the value of their services nor less than their 
direct cost. Third, it is tied closely to the project’s original justifica- 
tion procedure by means of the economical feasible alternatives and 
the benefits of each function. 

This method also has two major disadvantages. First of all, the 
cost of the alternative projects usually will not receive as thorough an 
investigation as would a project contemplated for construction, and, 
second, the economic basis of this method is uncertain to the same 
extent that it is impossible for all the alternative projects to be co- 
existent. If all the multiple-purpose project benefits were to be ob- 
tained from the alternatives and two or more could not be coexistent, 
then the uncertainty is increased as to whether these are in fact the 
most economical alternative sources. (This method was used by 
TVA, see pp. 12, 13.) 


THE SEPARABLE-COSTS, REMAINING-BENEFITS METHOD 


The separable-costs, remaining-benefits method is a relatively new 
formula which has been proposed for general adoption by the Federal 
Interagency River Basin Committee. 


25783—52——2 
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It is fundamentally a variation of the alternative justifiable ex- 
penditure method. ‘The figures used for allocation are again the 
estimated costs of economically feasible alternatives or their respec- 
tive benefits, whichever is lower. In this method instead of subtract- 
ing the direct costs from the justifiable alternative (or the benefits) 
of each function, the separable costs are subtracted leaving a figure 
which is called the remaining benefits. These remaining benefits will 
usually be smaller than the remaining alternative costs of the alter- 
native justifiable expenditure method and thus the proportionate 
allocation to each function will be slightly different. Also, the joint 
costs will be less than those of the alternative justifiable expenditure 
method as they will be the total cost less all the separable (instead of 
direct) costs. 

These joint costs are then allocated among the different purposes in 
direct proportion to the calculated remaining benefits and added to 
their respective separable cost in order to find the total investment for 
ach function. 

As this method is very similar to the alternative justifiable expendi- 
ture method, it has the advantages and disadvantages listed for that 
method, except that the minimum allocation to each function will be 
the cost of adding that purpose to the project, or in other words, the 
separable cost of each function. (A detailed description of this 
method is set forth in ch. V of Proposed Practices for Economic 
Analysis of River Basin Projects made by a subcommittee of the 
Federal Interagency River Basin Committee in May 1950.) 


USE OF FACILITIES METHOD 


The use of facilities theory is based on the premise that the joint 
costs should be proportioned among the various functions according 
to their amount of “‘use’’ of the joint facilities. 

In application of this method, the joint cost, which is usually the 
total cost of the project minus all the direct costs, is allocated to each 
function in direct proportion to its respective use of the joint facilities. 
The total cost allocated to each function is its share of the joint cost 
plus its direct cost. 

This theory, however, has two major difficulties: (1) What is 
‘use’? and (2) how are the different uses to be compared? 

Two different approaches are taken in determining the ‘‘use’’ of the 
facilities, storage capacity, and quantity of water released. At one 
extreme, flood control is directly related to the capacity of the reser- 
voir to store water. At the other extreme, irrigation is primarily 
dependent on the volume of the water released. Navigation and 
power lie in an intermediate position in that they are dependent on 
both the volume of water released and on the head (which in turn is 
dependent on capacity) through which that volume falls. It should 
be noted at this time that while it is possible to express all the major 
functions’ “‘uses’’ in terms of capacity, it is not easily done unless the 
plans of operation definitely assign portions of the total capacity to 
the particular purposes. The major difficulty lies in the fact that the 
reservoir may be emptied and refilled many times a year while the 
capacity remains a fixed volume. 

If the capacity approach is used, then each function is assigned 
capacity on the basis of ‘‘readiness to serve’”’ not on capacity actually 
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used. That capacity which is assigned to each “use’’ is its exclusive 
capacity and the entire capacity which it jointly uses with other 
functions. Thus, the total capacity assigned to the various ‘uses’ 
need not be identical with the total reservoir capacity. 

The chief merits of this basic theory is that it charges each function 
according to the magnitude of its use or its ‘‘readiness to use’’ the 
joint facilities. On the other hand, it is difficult to evaluate the 
different uses; further, after evaluation, the different forms of usage 
in many instances cannot be compared to the extent that there may 
be a reasonable and equitable method of cost allocation. 

If either the static capacity approach or the dynamic water release 
approach is used alone, then there may be a relatively unrealistic 
approach toward those uses which do not primarily use the project 
in the manner in which the allocation is based. The water released 
approach is not an entirely satisfactory method if the water is released 
for more than one use; nor is it completely satisfactory in apportioning 
the dead-storage capacity. If the capacity approach is used it neglects 
the dynamic variations and so may fail to measure the reasonable 
use by the function of the project. 

If the two approaches could be satisfactorily reconciled in one 
single method, the use of facilities method would be of far greater 
value. However, as it now is, it may serve as a useful check on other 
methods of cost allocation. 


SEPARATE PROJECTS METHOD 


The separate projects method may divide either (1) the total cost 
of the project, or (2) the joint costs (after first allocating the direct 
or separable costs to the functions) in proportion to the cost of 
obtaining the benefits by a single-purpose project. The second 
version of this method is, in general, the same as the alternative 
justifiable expenditures method, except that the alternative project 
need not be justified. 

This method has not been widely accepted as the cost of an alter- 
native single-purpose project may be far beyond the benefits which 
may accrue from that function and thus may result in an unreasonable 
allocation. 

EQUAL APPORTIONMENT METHOD 


Since there is no single fixed mathematical formula for allocating 
costs, it has been asserted that either all the costs of the project or 
just the joint costs should be apportioned equally as a common sense 
rule of equity. 

It can be readily seen that the results of such a method would not 
be reasonable if the respective functions and the respective benefits 
of the functions were not approximately equal. 


PRIORITY OF USE METHOD 


In a multiple-purpose project, the various purposes to some extent 
compete with each other for the vse of the water or storage space. 
The functions have different timing for the periods for optimum 
storage and release of water and thus all of them cannot be served in 
an optimum manner. 
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If some of the functions are served proportionately more than 
others, the priority of use method will give special consideration to 
such priorities. 

The priority of use method assigns direct costs entirely to the 
individual purpose served by such costs and assigns the remaining 
joint costs to project purposes in a descending order ‘of priority. Thus, 
the top priority purpose is charged with joint costs equal to the lesser 
of two amounts: (1) the benefits less specific costs assigned to that 
purpose, or (2) the cost of the most economical alternative, less 
specific costs assigned to that purpose. The remaining joint costs are 
then allocated in the same manner to the other functions in order 
of priority. In this way the highest priority functions are assigned 
the maximum allocation represented by alternative joint expenditures 
for those purposes, thereby relieving the lower priorities from sharing 
the joint costs. 

This method is based on the premises that if a project is to be 
operated primarily for one function and secondarily for another, the 
primary purpose should be charged with a greater portion of the costs. 
However, such an approach may give results which are suffic ‘iently 
different from the other methods and for that reason may be con- 
sidered disproportionate and unrealistic. When the results of this 
method are computed, they are usually compared with the results of 
other methods in order to check their reasonableness or in order to 
modify them. 

THE INCREMENTAL METHOD 


The incremental method allocates the separable costs to their 
respective purposes and the total joint cost to one basic purpose 
which is considered the principal or basic function of the project. 
For example, in a triple-purpose project, electric power and navigation 
may be charged only their separable costs, while flood control would 
be charged not only with its separable cost but with the entire joint 
cost as well. 

In some cases this method is used in conjunction with one of the 
other methods. If that is done, then one or more purposes are 
charged only their separable costs, and the remaining costs are ap- 
portioned among the others by some different method of allocation. 

This method is advantageously used where some of the functions 
are added to the project subsequent to original authorization. For 
instance, if a project is justified and authorized solely for flood control 
and navigation, then if electric power is incidentally added before or 
during construction, it may properly be charged only with its 
separable costs. 

This method should be used only on those functions which are 
clearly indicated through the history of the project or by some other 
facts as only incidental purposes of the project. As the examples will 
show, this method has sometimes been used to justify a preconceived 
result which is totally inconsistent with the results of other methods. 


DIRECT COSTS METHOD 


This method is a variation of the incremental method. Instead 
of the separable costs being charged to the incidental functions, only 
the direct costs are allocated to those functions. The remaining joint 
costs are then charged to the primary functions. 
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There is justification for using this method where the function is 
added after the project has been completed. In many cases, dams 
are built containing only penstocks but no other facilities for power 
generation. If the generating facilities are later added, then it is 
quite reasonable to charge power with only its direct costs. 


STATEMENTS OF WITNESSES 


The subject of allocation of costs was discussed at some length at 
subcommittee hearings. The views expressed are worthy of examina- 
tion at this point. 

Gen. Lewis A. Pick, Chief of Army Engineers, stated: 


In connection with hydroelectric power, I may add that the corps analyzes 
power projects on the basis of evaluations and market studies furnished by the 
Federal Power Commission. The power produced from its projects is sold by 
the Secretary of the Interior. Rates for sale of this power are established by the 
marketing agency upon approval by the Federal Power Commission, and according 
to the law should return the cost of producing the power. Power rates are thus 
affected by the cost allocations made by the Corps of Engineers. We allocate 
the costs of multiple-use projects to insure that all project functions bear their 
fair share of the project cost and participate appropriately in the savings which 
result from multiple-use development. 

Mr. Chairman, at that point I would like to say that that particular procedure is 
not concurred in by all Federal agencies. A policy in this particular field is 
urgently needed, I believe. The procedure which is used by the Corps of En- 
gineers would avoid, in my opinion, the subsidizing of any one function at the 
expense of others. We believe that this is a sound and businesslike procedure. 
However, we advocate it being reviewed bv this committee because we fee! that 
we need the guidance of the Publie Works Committee in this particular important 
subject as it affects our entire multiple-purpose program. 


Secretary of Agriculture Brannan had this to say: 


The allocation of costs of multiple-purpose reservoir projects is important to 
agriculture insofar as it affects the charges to farmers for electric power and the 
reciamation of land by irrigation, drainage, and flood control. 

The Department believes that the costs of multiple-purpose reservoir projects 
should be allocated on a basis which properly recognizes the added costs of includ- 
ing each separable function and a fair share of the joint costs. 

In practice, this requires that each function be aliocated its full separable costs 
power, the cost of the power installation, and any transmission facilities; irriga- 
tion, the full cost of diversions, canals, laterals, and drainage ditches, and so 
forth. The share of the joint costs allocated to each function should be based 
upon the relationship of the benefits for the function less its separable costs, if 
any, to the total project benefits, less all separable costs. 

In no case should the sum of the separable costs and the share of the joint costs 
allocated for reimbursement to a specifie function exceed the cost of providing the 
same or a comparable function in the most economical alternative. 


Subsequently he testified in further explanation of the subject: 


To the fullest extent practicable, the beneficiaries of each specific function 
should bear the costs allocated to that function without shifting of costs to non- 
benefiting interests, either public or private. 

These cost-allocation principles are in agreement with the recommendations in 
the report of the Federal Interagency Subcommittee on Benefits and Costs in 
which their application is spelled out in greater detail. 

Low-cost power, as I have pointed out, is essential. But we are more and more 
concerned about the growing difficulty of obtaining low-cost power from our vast 
natural resources. There is an increasing tendency in the direction of burdening 
power investments with costs not related to power development which could 
develop to such an extent that low-cost Federal power would no longer be possible 

Steps should be taken to assure that the power function of multiple-purpose 
developments will not be burdened with the costs of including other functions in 
such developments. Such a situation exists as the result of inadequate evaluation 
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practices and the procedure for allocating costs to the several purposes. It is a 
common practice to allocate the costs of multiple-purpose development to the 
nonreimbursable functions, to the fullest extent that their respective benefits will 
permit. Any excesses are then reallocated to power for reimbursement. Like- 
wise, that portion of the cost of irrigation development which farmers are judged 
not able to pay as a part of their water costs is reallocated to power for reimburse- 
ment. In addition, the power investment, including such reallocated portions of 
the total investment, bears a 3-percent interest charge. This means that, as the 
less efficient multiple-purpose projects are developed, power is allocated a larger 
and larger proportion of the total investment for reimbursement. As this occurs, 
power rates must be higher than would otherwise be necessary in order to carry 
such excess investment as may be allocated to power. 

We cannot see any justification for such formulation and allocation procedures. 
It appears that only those functions or purposes should be included in multiple- 
purpose projects or programs as can be justified in terms of the benefits which 
they produce. In turn, power should not be called upon to reimburse more than 
its own direct costs. and a justifiable portion of the joint costs that are essential 
to the power function. 

If such a cost-allocation policy is not adopted, low-cost Federal power will 
cease to be a product of our multiple-purpose water-resource projects. 


Under Secretary of Interior Searles was in disagreement with the 
two witnesses just quoted when he said: 


I would like to comment to you on the subject of allocation of costs. 

In order to obtain the most desirable development of the water-power resources 
of the United States, the Department considers that an allocation of costs to 
p ior use nonreimbursable purposes is reasonably justified provided the cost so 
allocated does not exceed the benefits, or the cost of a justifiable alternative, 
wh'‘chever is less. This procedure is essentially the incremental method of 
allocation. The justifiable alternative development method and the separable 
costs, remaining benefits method do not recognize priority of use between different 
purposes. 

Admittedly the incremental method results in lower costs allocated to reimburs- 
able purposes and, therefore, there should be a safeguard that no cost allocated 
to a nonreimbursable purpose exceeds the value of the benefits of such purpose 
or the cost of the lowest cost justifiable alternative. In other words, such a 
method is economically sound and, at the same time, does not foreclose the 
possibility of worth-while developments. 

Reasonable allocations are of the greatest importance because repayment 
requirements, which in turn govern power rates, are as dependent upon the 
allocations to reimbursable purposes as they are upon the actual construction 
costs. The Department’s position on the matter of allocation of costs to reim- 
bursable and nonreimbursable purpose is governed by basic economic considera- 
tions. These economic considerations are not subject to a mathematical formula. 
This is one reason why we do not believe in the 40-year amortization period but 
in amortizing on the basis of the service life of the project. 


Chairman Buchanan of the Federal Power Commission climaxed 
an extended discussion of the subject with a statement of recom- 
mendation. He said: 


The Federal Power Commission, after having given much consideration to the 
problems hereinbefore discussed, submits the following recommendations for the 
consideration of your committee and the Congress: 

(1) That the Congress be more definite in laying down the standards, par- 
ticularly with respect to cost-allocation procedures and periods for amortization 
of investments, under which the power generated at Federal reservoir projects 
shall be sold; 

2) That the Federal Power Commission either be relieved completely of all 
responsibility with respect to rates at which hydroelectric power produced at 
Federal multiple-purpose dams shall be sold, or that as an alternative, the Com- 
mission be clothed with complete rate-making authority, including authority to 
initiate rate changes and require modification in rate schedules, such authority to 
extend to all Federal reservoir projects constructed by the Department of the 
Army and the Department of the Interior; 

(3) That the agenev of the United States, if any, to which the Congress may 
hereafter give effective rate-making authority with respect to the sale of power 
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produced at Federal reservoir projects also be given complete authority to allocate 
the costs of such projects; 

(4) That in the event the Federal Power Commission should be relieved of all 
responsibility with respect to such rates and cost allocations the Congress keep 
informed as to the administration of the selling agency by directing the Commis- 
sion to investigate at specified intervals the work of the agency and report thereon 
directly to the Congress; 

(5) That in order to remove some of the uncertainties which now exist as to the 
policies of the Congress regarding rates to be charged for electric power produced 
at Federal reservoir projects, the language of the following paragraph be approved 
and made applicable to all such projects constructed by the Department of the 
Army and the Department of the Interior: 

‘“The rates charged in the sale of electric power and energy generated at facili- 
ties owned or- operated by the United States shall return to the United States 
Treasury a total sum sufficient to cover, during the periods of their respective serv- 
ice lives, the original cost of power facilities having lives of less than 50 vears; the 
amortization of the remainder of capital investment in power facilities over a 
period of 50 years subsequent to the in-service date of such facilities; an annual 
return on the unrecovered balance of such original cost and remainder of capital 
investment equal to the composite rate of the outstanding long-term indebtedness 
of the United States at the time of the investment, except that adjustment shall 
be made from time to time if substantial changes take place in such composite 
rate; the operation and maintenance costs; and payments in lieu of State and 
local taxes.”’ 


Commissioner of Reclamation Michael Straus outlined the pro- 
cedure of his Bureau as follows: 


The economic analysis made consists of two parts. The first, required by 
reclamation law, consists of an allocation of project costs among the purposes 
served and a showing that the anticipated project revenues will return all reim- 
bursable costs. The second, although not required by reclamation law, is the 
showing of estimated benefits and costs, and is made as a matter of Bureau policy. 
Thus, a reclamation project must meet two standards of economic feasibility: 
The estimated benefits must exceed the estimated costs and the anticipated project 
revenues must provide for return of all reimbursable costs. 

Requirements of law and policy in respect to repayment of reclamation projects 
are as follows: 

(1) Costs of certain services and functions are provided, as a matter of national 
policy, by the Federal Government on a nonreimbursable basis. Under present 
law these functions include flood control, navigation, and the preservation and 
propagation of fish and wildlife. The determination of the amount of the non- 
reimbursable cost assigned is based on the allocation of cost among the various 
project functions. 

(2) Irrigation costs are returned without interest, usually over a period of 40 
vears or longer. In some cases water is delivered to the water users on a water 
service or annual charge basis. 

3) Power costs are returned generally within 50 years with 3 percent interest. 

(4) Domestic and industrial water supply costs are returned with interest, 
generally over a 50-year period. (The law makes the charging of interest dis- 
cretionary on the part of the Secretary, but as a matter of policy, interest at the 
prevailing cost of money to the Government is charged on municipal and industrial 
water supply investment.) 

Under reclamation law and policy, the revenues from power and domestic and 
industrial water supply, including the interest component, may be used to help 
repay irrigation costs. It is reclamation policy further to pool project-wide, all 
projected revenues and reimbursable costs to provide for uniform power rates and 
to facilitate irrigation development. This basin account principle is now operating 
in the Central Valley and Missouri River Basin projects, and recommendations 
have been made to extend it to the Columbia and Colorado River Basins. 


Dr. A. D. Hoak, Mellon Institute of Industrial Research, presented 
a statement on behalf of the Engineers Joint Council, as follows: 

There is pressing need for ascertaining, just as nearly as may be, the costs of 
fulfilling the respective functions of a Federal multirurpose weter development. 
For that purpose, distribution of costs in prorortion to benefits is improper. For 
application generally and uniformly among Federal agencies, in apportioning the 
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costs of jointly used facilities, the proportionate use-of-capacity method is 
recommended. 

As far as practicable, such determination of costs should be independent of the 
benefits obtained by the fulfillment of the respective purposes. Distribution of 
costs on the basis of benefits will result only in arbitrary assignment or assessment 
in proportion to what given functions or components can bear or afford. In 
general, such method will fail to disclose any lack of economic justification existing 
in the case of any of the components. 

The problem being essentially one of apportioning the costs of jointly used 
facilities, such as dams, reservoirs, and water conduits, we recommend the propor- 
tionate-use-of-capacity method as affording a minimum of arbitrariness and a 
maximum of logic and equity. Thereunder the apportionment, among the pri- 
mary components, of such joint costs (exclusive of the parts thereof attributable to 
incremental components, if any) is in direct proportion to the extent of use (of 
the capacity of the jointly used facilities) to which the respective components are 
entitled. The method applies whether the costs to be apportioned are initial 
(i. e., investment) or annual. 

Assessment of the cost of Federal multipurpose development against some or 
any of the respective functions, for purposes of fixing so-called repayment re- 
quirements, levying taxes, etc., may be accomplished by suitable adjustment 
(within appropriate limits) of the preliminary or primary allocation of cost. In 
any event, the method should be uniform for all Federal agencies. 


Further details of this position are set forth in the Council’s report 
of July 1951, entitled “Principles of a Sound National Water Policy.”’ 


TVA ALLOCATIONS 


Chairman Gordon Clapp of the TVA Board reported as follows 
before the subcommittee: 


Whatever argument there is, therefore, about the effect of the allocation of the 
investment in the multiple-purpose system of TVA among the purpose of flood 
control, navigation, and power, relates not to the total $592,000,000 devoted to 
power. It concerns only the question of how much of the residual common in- 
vestment in the multiple-purpose dam system is allocated to power. In TVA’s 
power investment figure $164,500,000 is that allocated amount. In the system 
as it stood as of 1951, that figure represents 41.5 percent of the common invest- 
ment, 31 percent is allocated to flood control, and 27.5 percent to navigation. 

The amount of common investment in the multiple-purpose system of dams is 
in total $396,000,000, of which, as I said, 41.5 percent or $164,500,000 is that 
portion allocated to power. 

If you add the other fixed assets for flood control, navigation, and power, 
including all the transmission lines, all the substations, all the steam plants and 
single-purpose dams, and take the total figure, our fixed assets devoted to all three 
purposes including the common investment, and then strike a percentage, you get 
64 percent devoted to power, 19 percent devoted to flood control, and 17 percent 
devoted to navigation. 

The theory of allocation as developed or applied by the group of experts in and 
outside of TVA who were called together for this purpose years ago was that which 
is referred to as the alternative justifiable expenditure method. There are many 
theories available in this field, as this committee well knows. TVA’s allocation 
does not exactly fit any of the precise theories of the various experts, but the 
alternative justifiable expenditure method is the one that was used to guide TVA 
in its computations, and the allocation is a reasonable application of that method. 

That method, if I can explain it in oversimplified fashion, is this: That portion 
of the common cost of a multiple-purpose project which any one of the purposes 
served should bear is of the same ratio to the total as the maximum amount which 
that purpose could justify, assuming a project were being built to serve that 
purpose alone, is to the sum of the amounts which each of the several purposes 
could so justify. In applying that method the computation was roughly done 
this way: Estimates of cost were made for a hypothetical Tennessee River system 
with dams providing the equivalent amount of power that the multiple-purpose 
system provides, but providing only for power with no flood control or navigation 
features. Then an estimate was made for a system of dams that would provide as 
much flood control on the Tennessee River system as the multiple-purpose system 
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will provide with no power or navigation features. Another estimate was made 
that would provide as much navigation improvement as the multiple-purpose 
system does, but with nothing for flood control or power. These estimates of cost 
of providing alternative single-purpose systems define the maximum amount each 
purpose would be warranted in contributing toward the cost of the multipurpose 
system of projects. 

Then in order to ascertain the amount each purpose would be justified in con- 
tributing to the common portion of the multipurpose system of projects there was 
subtracted from each of those single-purpose estimates the cost of those features 
of the multipurpose system which would not be included except as it was necessary 
for the respective purpose. For example, in the single-purpose power system, the 
cost of the feature of the multipurpose system, such as the powerhouse and the 
equipment in it, was deducted from the estimated total single-purpose power 
system cost. Any penstocks or operating mechanisms necessary to operate the 
system for power purposes and which were not required for any other purpose 
were deducted. Finally you get down to the amount which power has in a single- 
purpose system such as the dam and reservoir which also could be useful in serving 
any other purposes. 

A similar procedure is followed with respect to each of the other three estimates, 
stripping from the navigation system all of the features that were specifically and 
exclusively useful for navigation, and similarly for flood control. There would 
be taken away the cost of the flood gates and sluices for releasing water, when 
the reservoir levels were below the spillway crest. In each case, therefore, you get 
the amount which each purpose could contribute to the common facilities of the 
multipurpose system such as the reservoir and the concrete in the dam, that is a 
common part of the project to which the other single-purpose appurtenances are 
attached. 


At the request of the Senate Committee on Public Works, the Fed- 
eral Power Commission rendered on March 23, 1949, a Report on 
Review of Allocations of Costs of the Multiple-Purpose Water Control 
System in the Tennessee River Basin, as Determined by the Tennessee 
Valley Authority and Approved by the President Under the Provisions 
of the TVA Act of 1933, as Amended. This report concluded that the 
principles and methods of allocating joint costs and the allocation of 
the actual joint costs of the multiple-purpose projects to navigation, 
flood control and power made by TVA were reasonable and should be 
accepted for the purposes of the Tennessee Valley Authority Act. 


RESPONSIBILITY FOR ALLOCATION OF CosTsS 


Section 14 of the Tennessee Valley Authority Act provides that the 
Board of Directors shall allocate costs on improvements under its 
control and management. 

Reclamation law authorizes and directs the Secretary of the Interior 
to allocate costs of reclamation projects coming within the purview of 
the Reclamation Project Act of 1939. Allocations to irrigation, 
power, water supply, navigation and flood control are spec ‘ifically 
provided for in the 1939 act. 

The Bonneville Project Act and the Fort Peck Act provide for the 
Federal Power Commission to allocate costs to power at the two 
projects specifically named. The Rivers and Harbors Act of March 
2, 1945, provides for costs allocated to power at the McNary project 
and certain Snake River projects to be made in accordance with the 
requirements of the Bonneville Act. 

There is, however, no general legislation on the subject and no 
specific provision for ‘allocating costs of any functions of either other 
specific projects or general categories of projects. Section 5 of the 
Flood Control Act of 1944 provides for the Federal Power Commission 
to approve rates for sale of surplus electric energy from dams built by 
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the Corps of Engineers and for the Department of the Interior to sell 
such energy. This provision by implication seems to require a 
review by the Federal Power Commission of allocations to power at 
the projects involved but the absence of specific legislation leads to 
some confusion. 

The situation regarding the place of Federal Power Commission is 
well set forth in a letter of January 22, 1952, to the subcommittee from 
the Chairman of the Federal Power Commission which reads as 
follows: 


Another activity relating to multiple-purpose water-control projects in which 
the Commission engages under statutory authority is the allocation to power 
development of an appropriate part of the capital costs of such projects, the 
purpose of these allocations being to provide a basis for schedules of rates and 
charges for the power, it being necessary under existing law, with respect to 
reservoir projects under the control of the Department of the Army, that rate 
schedules be confirmed and approved by the Federal Power Commission before 
becoming effective. All costs incurred specifically for power facilities are, of 
course, charged directly to power development; and in addition an appropriate 
share of the costs of joint-use facilities is apportioned to power development. 

In this connection it is in order to quote certain pertinent provisions of sections 
6 and 7 of the Bonneville Project Act of August 20, 1937 (50 Stat. 731): 

“Sec. 6. Schedules of rates and charges for electric energy produced at the 
Bonneville project and sold to purchasers as in this Act provided shall be prepared 
by the administrator and become effective upon confirmation and approval 
thereof by the Federal Power Commission. Subject to confirmation and approval 
by the Federal Power Commission, such rate schedules may be modified from 
time to time by the administrator, and shali be fixed and established with a view 
to encouraging the widest possible diversified use of electric energy. * * *.” 

“Sec. 7. * * * Rate schedules shall be based upon an allocation of costs 
made by the Federal Power Commission. In computing the cost of electric 
energy developed from water created as an incident to and a byproduct of the 
construction of the Bonneville project, the Federal Power Commission may allo- 
sate to the costs of electric facilities such a share of the cost of facilities having 
joint value for the production of electric energy and other purposes as the power 
development may fairly bear as compared with such other purposes.”’ 

Thus it is seen that with respect to the existing Bonneville project at the head 
of tidewater on the Columbia River—the lowermost project either existing or 
prospective on that river—the Federal Power Commission has specific statutory 
authority regarding allocation of costs and rates to be charged for the power. As 
to the MeNary Dam project, farther upstream on the Columbia River, and certain 
projects on the lower Snake River, a tributary of the Columbia, the Commission 
has similar authority under the River and Harbor Act of March 2, 1945 (59 Stat. 
10), as related to the Bonneville Project Act. Construction of the McNary Dam 
was authorized subject to the following proviso: “Provided, That surplus electric 
energy generated at said dam shall be delivered to the Secretary of the Interior 
for disposition in accordance with existing laws relating to the disposition of 
power at Bonneville Dam. * * *” A proviso of the same import and in 
almost identical language is applicable to the lower Snake River projects. 

Three other large projects on the Columbia River, namely, the Priest Rapids, 
John Day, and The Dalles projects, were authorized by the Flood Control Act of 
May 17, 1950 (64 Stat. 163), which makes no provision for cost allocations to 
power development. The Chief Joseph project, also on the Columbia River, 
formerly called Foster Creek project, now being constructed by the Corps of 
Engineers, was authorized by the River and Harbor Act of July 24, 1946 (60 Stat. 
641), which makes no provision for an allocation of costs to power development. 
Inasmuch as all four of these Columbia River projects are under the control of the 
Department of the Army, the power produced by them will be delivered to the 
Secretary of the Interior for transmission to markets, and for sale at rates con- 
firmed and approved by the Federal Power Commission under the provisions of 
section 5 of the Flood Control Act of December 22, 1944 (58 Stat. 887). 

At the existing Fort Peck project on the Missouri River in Montana this Com- 
mission is responsible for making an allocation of costs to power development; and 
schedules of rates and charges for the sale of Fort Peck power do not become 
effective until confirmed and approved by this Commission. The provisions of 
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section 5 of the Fort Peck Act relating to rates, and of section 6 of that act relating 
to cost allocation, are identical with the corresponding provisions of sections 6 and 
7, respectively, of the Bonneville Act. We invite attention to the fact, however, 
that three very large reservoir projects, known as the Garrison, Oahe, and Fort 
Randall projects, are now being constructed by the Corps of Engineers on the 
Missouri River downstream from the Fort Peck Dam under the Flood Control 


Act of December 22, 1944, which makes no provision for cost allocations to power 
development. 


It should be observed further that numerous reservoir projects involving power 
values in various sections of the country, other than the projects in the Columbia 
and Missouri Basins referred to above, have been constructed or authorized for 
construction by the Department of the Army, under acts of Congress which make 
no provision for cost allocations to power development. 

As to multiple-purpose reservoir projects built by the two principal construction 
agencies, namely, the Corps of Engineers and the Bureau of Reclamation, the 
Federal Power Commission has authority to make cost allocations to power at 
certain projects, the Department of the Interior has corresponding authority with 
respect to certain other projects, and no agency of the United States has any 
specific authority to make such allocations at a majority of the reservoir projects 
authorized for construction by the Congress. 

It seems obvious that a well-defined congressional policy with respect to the 
important matters of cost allocation and the fixing and supervision of rates 
charged for power produced at Federal reservoir projects, regardless of by whom 
the projects are constructed, would be in the public interest. These are inter- 
related matters inasmuch as the rates at which the power is sold must produce 
revenue sufficient at least to assure recovery by the United States of that part 
of the total project cost allocated to power development (see sec. 7 of the Bonne- 
ville Act). 

Examination of a few examples will illustrate the problems presently 
existing. 

Tue Soutnwest Powrer Prosects CAsE 


The conflicting solutions of the problem of allocation of costs of 12 
dams in the Southwest are noteworthy. The Interior Department, 
acting through the Southwestern Power Administration, is the agency 
of the Government designated under section 5 of the Flood Control 
Act of 1944 to dispose of excess electric energy produced at projects 
built by the Corps of Engineers in Texas, Arkansas, Oklahoma, and 
Missouri, 

In January 1952, the Secretary of the Interior filed with Federal 
Power Commission for rate approval a long-term contract for sale 
of a block of power from the 12 dams. Accompanying this were 
studies including the proposed allocation of costs for the 12 projects. 
The Federal Power Commission then requested the constructing 
agency, the Corps of Engineers, to furnish its views on the amounts 
of costs and annual charges properly chargeable to power for the 12 
projects. The estimates of the Southwestern Power Administration 
and of the corps as to the amounts which should be allocated are set 
forth in detail on pages 409 to 415 of the subcommittee hearings and 
are summarized in table 1 of this report. The Bureau of Power, 
Federal Power Commission, generally agreed with the methods used 
by the corps in allocating these costs. 

The total project construction cost was agreed generally to approxi- 
mate $750,000,000. Including interest during construction, the total 
project investment was estimated at approximately $776,000,000. 
The Southwestern Power Administration recommended an allocation 
to power of $218,000,000 while the Corps of Engineers recommended 
$418,000,000. 
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One difference between the two computations came from the 
Southwestern Power Administration’s failure to include interest 
during construction, an item amounting to over $24,000,600 in the 
Corps of Engineers’ allocation to power. 

Interest during construction is a valid part of the cost of the 
project to the Government and, therefore, should ordinarily be 
included in any computation of total investment costs. If exact 
figures are not available at the time an allocation of cost is made, a 
reasonable estimate could always be made subject to later revision. 

The other differences can best be understood by an examination 
of the different cost allocation methods used for the 12 projects 
involved. Detailed statements appear on pages 406 to 426 of the 
published transcript of subcommittee hearings, Study of Civil Works, 
Part 3. 

It can be seen from table 1 that the difference in allocated costs 
creates a large difference in the annual power charges. The greater 
percentage of difference in annual costs as compared to the allocated 
total cost comes from the fact that Southwestern Power Administra- 
tion has chosen 100 years as the amortization period while the Corps 
of Engineers has chosen 50 years. The annual charges developed 
indicate that the Southwestern Power Administration can justify 
power rates which are less than one-half of those that would appear 
sound based on the methods advocated by the Corps of Engineers. 


TABLE 1.—Comparison of results of cost allocation studies made by the South- 
western Power Administration and the U. 8. Corps of Engineers 


SOUTHWESTERN POWER ADMINISTRATION DATA 





Construc- 
tion cost 
allocated 
to power! | 


Annual | 
power Allocation method 


9 


charges? | 


Project 
Project construc- 
tion cost ! 





Denison: 
2 units $61, 595, 000'3 $13, 329, 500 $583, 895; Incremental—flood-control basic. 
3 units 66, 000, 000) 3 17, 73¢ 739, 152 
Norfork: 2 units 28, 800,000) 12, 750, 000 558, 075) Do. 
Narrows: 2 units 13, 450, 000 2, 883, 584 155, 706) Direct or exclusive power costs. 
Bull Shoals: 
4 units... 77, 770,000) 36, 490, 000 1, 306, 177; Incremental—flood-control basic. 
6 units 83, 385,000) 42, 105, 000 1, 549, 467 
Fort Gibson: 
4 units__- . 45, 900,000) 14, 465, 000 544, 095 Do. 
6 units _ -- ‘ 49, 400, 000} 17, 965, 000 679, 245 
Tenkiller Ferry: 2 units 24, 250,000; 10, 185, 000 352,050! Percentage of benefits as shown in 
| | hearings, July 1947. 
Whitney: 2 units am 41, 794, 000 6, 516, 300! 267, 895) Incremental—flood-control basic. 
Blakely Mountain: 2 units 31,000,000) 14, 547,000 572, 133} Ratio of power drawdown storage 


to total storage capacity. 
Table Rock: | 
2 units__. ? 76, 340,000; 38, 910, 000 1, 294, 000) Do. 


DIONNE iis sido td icin 78, 240,000, 40,810,000) 1,365, 113 
Keystone: 3 units....---.--- 126,750,000) 7, 500, 000) 319, 750 Do. 
Dardanelle: 4 units__..........| 76,700,000) 25, 000, 000) 932, 500; Ratio of power benefits to total 


benefits for the Arkansas River. 
Multipurpose plan. 
771, 000) Do. 
Total, initial installation.| 705, 649,000) 202, 576,384) 7, 657, 276 
Total with added units. __| 721,069,000) 217, 996, 384 8, 262, 086 


Short Mountain: 4 units.......| 101,300,000) 20,000, 000 


See footnotes at end of table, p. 17. 
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TABLE 1.—Comparison of results of cost allocation studies made by the South- 
western Power Administration and the U. S. Corps of Engineers—Continued 


U. 8. CORPS OF ENGINEERS DATA 


. 
: onstruc- 
Project ye rahe Investment) Annual 
Project construc- | oiocated allocated power Allocation method 
tion cost Y : to power‘ | charges? 


to power 


Denison: 


2 units____. $61, 630,000) $19, 410,000) $19, 874, 980 $970,865 Incremental—-flood- 
control basic. 


3 units 67,100,000 24,880,000 25, 481, 980 1, 219, 865 
Norfork: 2 units 28, 540,000! 12,635,000 12,908,000 593, 000 Do 
Narrows: 2 units. 12, 945, 000 4,760,000, ® 4, 942, 000 7 308,500, Separable costs—re- 


maining benefits 
Bull Shoals: 


4 units 76, 300,000) 46,906,000 50, 169, 000 2, 024, 500 Do. 

6 units 81, 700,000! 52,306,000! 55, 706, 000 2, 274, 500 
Fort Gibson: 

4 units 43,882,000) 21,331,000 23,379,000 1, 102, 300 Do 

6 units 48, 292,000 25,741,000) 27,899,000 1, 323, 980 
Tenkiller Ferry: 2 units 23,100,000 13,235,527) 14, 139, 000 706, 760 Do. 
Whitney: 2 units 42,043,900! 11,522,700) 12, 218, 900 530, 700 Do. 
Blakely Mountain: 2 units 32, 675,000; 24,521,000! 26, 184,000 1, 076, 800 Do. 
lable Rock 

2 units 76, 340,000) 65,800,000 69, 744, 000 2, 702, 000 Do. 

3 units 79, 475,000) 68,935,000 72, 958, 000 2, 856, 000 
Keystone: 3 units 126, 750,000' 35,174,000 37,812,000 1, 600, 000 Do 
Dardanelle: 4 units 80, 838, 000 5 55,000,000) 58, 600, 000 2, 300, 000 Do. 
Short Mountain: 4 units 101, 300,000) 64,830,000 69, 506, 000 3, 033, 000 Do. 


Totalinitial installation.| 706,343,900 375, 125,227 399,476,880 16, 948, 000 
Total with added units 724, 758,900 393, 540,227 418,354,880 17,823, 105 


1 These construction costs do not include interest during construction. These are the same amounts 
listed in table 2 in SPA’s pay-out study, however, as investment costs 

2SPA used 100-year amortization: Corps used 50-year period. SPA’s annual charges are based on con- 
struction costs (excluding interest during construction). Corps’ annual! charges are based on investment 
(including interest during construction). 

} SPA has deducted estimated costs of project lands used for recreation and similar purposes: Estimated 
added project cost resulting from renegotiation of construction contract, and cost of protective security 
from projects prior to making the allocation. Corps did not deduct these amounts 

4 Includes interest during construction. 

5 Corps allocation gave power allocation of $46,442,000 which was increased to $55,000,000 as judgment 
figure to include additional costs for dredging, etc., not available at this time 

6 This figure was revised to $5,834,000 after its inconsistency with the incremental (flood-control basic) 
method (p. 417 hearings) was called to the attention of the Corps of Engineers by subcommittee staff 

? In view of the change in the allocation, this figure is open to question 


NORFORK AND DENISON PROJECTS 


All three agencies, Southwestern Power Administration, Corps of 
Engineers and Federal Power Commission, agreed that for the 
Denison and Norfork projects that costs allocated to power should be 
determined by the incremental method, with flood control the basic 
purpose, because these two projects as authorized contemplated that 
power was to be an added increment to flood-control works. 

However, even though the same method was used by both the corps 
and the Southwestern Power Administration in allocating power costs 
for the Denison project, the allocation by the Corps of Engineers 
exceeded that of the Southwestern Power Administration by more 
than $6,000,000. This difference is due to certain allocations of 
project costs made by the Southwestern Power Administration to 
recreation, fish and wildlife, and national defense purposes. 

There does not appear to have been any legal authority for making 
nonreimbursable allocations to these three purposes. 
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TENKILLER FERRY PROJECT 


For the Tenkiller Ferry project, the Southwestern Power Adminis- 
tration originally allocated costs by applying the simple benefits 
method to the total project cost. It is interesting to note two facts 
concerning this allocation which show the extremes to which the 
Southwestern Power Administration has gone in what appears to be 
an intent to allocate the smallest possible amount to power costs. 
First, the cost, excluding interest during construction, allocated to 
power by this method is $10,185,000 as compared to $13,235,527 by 
the separable cost, remaining benefit method and as compared to 
$11,235,527 the incremental costs. Second, included in the table, 
from which the benefit ratios for this project were located, are the 
benefit ratios for 9 of the 12 projects. Despite this fact, these benefit 
ratio figures and this method of computation were used only for the 
Tenkiller Ferry. A check shows that if the benefits method were 
used for the other eight projects, allocations would be greater than the 
power costs found by using the other methods which were applied by 
the Southwestern Power Administration. 


TaBLE 2.—Comparison of cost allocations— Benefit method as used for Tenkiller 
Ferry project by SPA and SPA adopted allocations 


Allocation of 
construction 


Percent Total con- costs to power! SWPA allo- 


— ppower ,| Struction “method used | — cation 2 
for Tenkiller 
Ferry 
Narrows 31 $13, 450, 000 $4. 149, 500 $2, 883, 584 
Bilokely Mountain 74 31,000, 000 22 940. 000 14, 547, 000 
Whitney 24 41, 794, 000 10, 030, 560 6, 516, 000 
Norfi rk 59 28, 800, 000 16, 992, 000 12, 750, 000 
Bull Shoals 17 77, 770, 000 36, 551, 900 36, 490, 000 
Table Rock 77 76, 340, 000 58, 781 800 38, 910, 000 
Denison 49 61, 595, 000 30, 181, 550 13, 329, 500 
Fort Gibson 61 $5, 990, 000 27, 999 000 14, 465, 000 
Tenkiller Ferry 4? 24, 250, 000 10, 185, 000 10, 185, 000 
Total y 100, 899, 000 255, 356, 810 150, 076, O84 
Data from p. 460, hearings on H. R. 3036, 80th Cong., Ist sess 
2 From table 1, costs allocated b i on initial installations 


It is pertinent to look at the historical background of the project 
to determine which method is the most reasonable for this project. 
This project was originally authorized for flood control only. A sub- 
sequent authorization adopted a report by the Chief of Engineers 
recommending multiple-purpose Arkansas River Basin projects. In 
that report, it was recommended that power facilities be added to the 
Tenkiller Ferry project. The justification for these additional facili- 
ties was included in the over-all justification for the additional facili- 
ties for all the projects which the report covered. This justification 
was based on comparing the additional costs that would be incurred 
over the previously authorized basin plan with the corresponding addi- 
tional benefits. Even though the justification is for the entire basin, 
its net result is to add the power functions to the project considering 
its incremental costs and its additional benefits, together with the 
incremental costs and benefits of the other projects, and, therefore, 

it would appear that the costs should be allocated on that basis. 
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The Federal Power Commission, although it recognized the incre- 
mental authorizations, indicated that because the detailed planning 
of the project was as a multiple-purpose project, the separable-costs, 
re ‘maining-benefits method of allocation was reasonable. The Fed- 
eral Power Commission further pointed out that the separable power 
cost was $12,330,101 while the cost to power as determined by the 
separable-costs, remaining-benefits method was $14,139,075, and that 
it considered that such a difference was not large. 


BLAKELY MOUNTAIN, TABLE ROCK, AND KEYSTONE PROJECTS 


The Southwestern Power Administration proposed that the total 
cost less the direct recreation costs for the Blakely Mountain, Table 
Rock, and Keystone projects be allocated in direct proportion to the 
power draw-down for each project. This method is a variation of the 
use of capacity theory. However, in this Southwestern Power Admin- 
istration application of the use of capacity method, the “dead 
storage’? space was not considered as at all chargeable to power, 
an unrealistic approach. If that procedure were applied to all the 
functions a portion of the total costs would remain unallocated. 

The allocation which the Southwestern Power Administration has 
made to power for the Keystone project is less than the direct and 
exclusive costs of power. For that project, the allocation to power 
made by the Southwestern Power Administration is $7,500,000 while 
its direct cost, including interest during construction, is $21,124,000. 
Also, the costs allocated to power for the two other projects do not 
cover the cost of including that function in the project, the incre- 
mental costs. The Blakely Mountain project has only $14,547,000 
allocated by Southwestern Power Administration, while the incre- 
mental cost to power, including interest during construction, is 
$23,044,000 and the power cost as found by the Southwestern Power 
Administration for Table Rock is $40,810,000, while the cost, includ- 
ing interest during construction, of including it in the project is 
$72,577,000. 

The Federal Power Commission and the Corps of Engineers recom- 
mended that the separable-costs, remaining-benefit method be used. 
As this method assigns all the costs and does not omit an item which 
is comparable to dead storage, it appears to be more reasonable than 
the Southwestern Power Administration method. The separable Cost, 
remaining benefit method more fully recognizes the fact that all of 
these projects were authorized as multiple-purpose projects. 

In the project document for Blakely Mountain project the division 
engineer tentatively allocated costs in proportion to the storage ca 
pacity assigned to the respective uses. In making this allocation, hie 
assigned both dead storage and power draw-down as usable for 
power and contributing to the power head. This would result in a 
much different allocation than that made by the Southwestern Power 
Administration. As this method was included in the report which 
led to the project authorization, its use would not be unreasonable. 
The Corps of Engineers, using its version of the proportionate use of 
storage capacity method, arrived at an allocation to power of $27,- 
536,000 which is not too different ees those figures reached by most 
of the other methods. 
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NARROWS PROJECT 


The study for the Narrows project showed that a project exclu- 
sively for either flood control or power was not economically feasible. 
They also showed that a multiple-purpose project was economically 
justifiable and so one was recommended to and authorized by Con- 
gress. At no time was a project exclusively for flood control con- 
sidered to be justifiable. Despite these facts, the Southwestern 
Power Administration has proposed that electric power be charged 
only with its direct costs, $2,883,584, and that flood control be charged 
not only with its direct cost but with the remaining joint project 
costs. The studies of the Corps of Engineers indicate that the bene- 
fits accruing from flood control would be insufficient to cover such 
costs. Southwestern Power Administration representatives defend 
this allocation on the grounds that the present revenues, which they 
maintain are the maximum obtainable for the project power, will not 
cover a larger allocation. 

The Federal Power Commission and the Corps of Engineers en- 
dorse the separable cost, remaining benefit method which recognizes 
the history and justification of the project to Congress. ‘ This ap- 
pears to be a more reasonable approach, therefore, than the method 
which was used by the Southwestern Power Administration. 

Using the separable cost, remaining benefit method, the corps ar- 
rived at an allocation to power of $4,942,000. 


BULL SHOALS, WHITNEY, AND FORT GIBSON PROJECTS 


The Southwestern Power Administration used the incremental 
method in allocating costs to power on the Bull Shoals, Whitney, and 
Fort Gibson projects. They base this procedure on the argument 
that power is a mere incidental while the only basic purpose of the 
projects is flood control. This assumption that power is incidental, 
overlooks three important facts which clearly indicate the contrary. 
For two projects, the Whitney and the Fort Gibson, the power bene- 
fits exceed those accruing from flood control and for the Bull Shoals 
project the benefits from power and flood control are almost equal. 

Figures from the survey reports indicate the originally estimated 
benefits as follows: 





| 
Annual | Annual | 


| 
' i 
Project power flood-control | Source of data 

| benefits | benefits | 

} | 
Bull Shoals it eahiek 7 ; | $1,403,400 | $1, 452, 900 | H. Doe. 917, 76th Cong. 
Whitney ‘ 233, 411 | 200,000 | H. Doe. 390, 76th Cong. 
Fort Gibson : 712, 000 | 272,000 | H. Doc. 107, 76th Cong. 


| 


Secondly, all three projects were submitted to and authorized by 
Congress as multiple-purpose projects, and, thirdly, the Corps of 
Engineers’ studies show that for one of the projects, Fort Gibson, an 
alternative single-purpose flood-control project was not economically 
feasible. 

The Corps of Engineers and the Federal Power Commission have 
recognized that all three of these projects are clearly multiple-purpose 
projects in which power is one of the major functions. In allocating 
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costs for these projects they advocate using the separable cost, remain- 
ing benefit method which appears to be more suitable to a multiple- 
purpose project. With this method and with the addition of interest 
during construction, an allocation to power is obtained which exceeds 
that obtained by the Southwestern Power Administration by $29,- 
236,700, an amount approximating 45 percent of the Southwestern 
Power Administration allocation for these three projects. 

While the methods of allocation used by the Corps of Engineers may 
now appear to be more reasonable than those used by the Southwestern 
Power Administration, it should be noted that the corps presented to 
Congress one method for the Fort Gibson project and now proposes to 
allocate costs by adifferent method. Inthesurvey report (H. Doc. 107, 
76th Cong., Ist sess.), it was stated that the allocation of costs- 
between flood control and power development has been made by apportioning the 
costs of the three dual use reservoirs (including Pensacola and Markham Ferry) 
on the basis of the cost of procuring the same degree of flood control and the same 
amount of power as independent developments. 

Now the corps proposes to allocate costs using the separable cost, 
remaining benefits method, which had not been devised at the time of 
the survey report. This shifting from one method to another after 
the first has been presented te Congress is, in general, not a good prac- 
tice. Since the allocation of costs proposed in a report is one of the 
recommendations approved in law, it would appear a part of mainte- 
nance of good faith with Congress for an agency to make a specific 
report showing the economic eifects of any proposed change from the 
approved recommendation. 


DARDANELLE AND SHORT MOUNTAIN PROJECTS 


Two extreme examples of what appears to be Southwestern Power 
Administration’s consistent attempts to allocate the lowest possible 
cost to power occurred in the Short Mountain and the Dardanelle 
projects. In their cost allocations as submitted to the Federal Power 
Commission, the cost to power was allocated to those two projects by 
taking the ratio of total power benefits to total benefits for the entire 
Arkansas River and tributaries, Arkansas and Oklahoma (as set forth 
in H. Doc. 758, 79th Cong., 2d sess.), and applying it to the total 
project costs. At least that is what the Southwestern Power Adminis- 
tration reports it has done. An independent check, using the method 
which claims to have been used, and the benefit figures from page 107 
of House Document 758, obtained different figures for the allocations 
of construction costs to power. The figures are $21,463,000 for the 
Short Mountain project and $16,251,000 for the Dardanelle project. 
The figures used by the Southwestern Power Administration are 
$20,000,000 and $25,000,000, respectively. Informal advice is that 
the first figure was rounded off and the second adjusted upward to 
account for upstream benefits. 

For the Short Mountain project the incremental cost of adding 
power to the project is $39,339,000 and its direct and exclusive cost is 
$33,403,000 but despite these facts the Southwestern Power Adminis- 
tration has allocated only $20,000,000 to that function. The incre- 
mental cost of power in the Dardanelle project is $26,302,000 and the 
cost of the facilities used exclusively for power is $28,633,000, vet the 
Southwestern Power Administration has allocated only $25,000,000 
for that function. 
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set by these two methods. It should be noted that results obtained 
by the separable costs, remaining benefits method and the alternative 
justificable expenditure method are usually close together. 

From table 3, it can be seen that a wide range of reimbursement 
rates can be justified merely by choosing an appropriate method of 
allocation. However, this does not mean that such a choice is always 
reasonable. 


THe CumMBERLAND River Basin Prosectrs 


Other problems besides that of choosing a reasonable method of 
allocation arise in allocating costs. Some of these other problems 
are shown in the three Cumberland River projects: Wolf Creek, Dale 
Hollow, and Center Hill. The Interior Department made an advance 
contract with the Tennessee Valley Authority for the sale of electric 
power from these projects on December 18, 1948, well before the 
projects were completed. The contract called for a consideration of 
approximately $3,500,000 to be paid yearly for that energy. On 
November 6, 1950, the Corps of Engineers determined that the $3,- 
500,000 revenue would not be sufficient to cover the annual costs of 
power as it estimated those costs. The deficiency is $1,399,200 per 
vear. Some of the reasons for this difference are revealed by an 
examination of the results of the computations of the agencies and the 
times at which they were made. Those results are shown on table 4. 


TABLI 4. The Cumbe rland River projects 


Corps estimate of total Federal project 
construction cost Project in 
Project : : vestment 
Nov. 6, 1950 
Jan. 19, 1948 Feb. 24, 1949 Nov. 6, 1950 


Wolf Creek $62, 000, 000 $76, 630, 000 $82, 200, 000 $87, 154, 000 
Center Hill 40, 000, 000 43, 340, 000 54, 200, 000 47, 908, 000 
Dale Hollow 24, 270, 000 24, 270, 000 24, 141, 000 24, 819, 000 
Total 126, 270, 000 144, 240, 000 151, 541, 000 159, 881, 000 
a ay ia nee Fp a | 7 | } 
| j Corps esti- | i Corps esti- 
Power ner Annual | a te 
iInvestment| Allocated | ; . revenue | 
Sas | Interior annual ; annual 
Sent corps esti- to green under the y 
Project s estimate cost of power 
mate Nov. book =I , agreement I ¢ 
6, 1950 method Nov. 3, power of Dec. 18 yenents 
oe . 1948 Nov. 6, . 1948 ’ Nov. 6, 
1950 1950 
Wolf Creek $62, 980, 000 $65, 400, 000 |$55, 623,000 $2, 647,000 | $2, 000, 000 $6, 673, 000 
Center Hill 33, 101,000 | 35,060,000 | 28, 312, 000 1, 452, 700 1, 000, 000 3, 515, 000 
Dale Hollow 16, 839, 700 | 18, 200,000 | 15, 282, 000 799, 500 500, 000 1. 035, 000 
Total 112, 920, 700 118, 660,000 99, 217, 000 4, 899, 200 3, 500, 000 11. 223. 000 


! Based on amortization of power investment in 50 years with 3 percent interest. Use of 244 perc: 
terest would reduce the total annual power charges by approximately $400,000 


The Acting Secretary of the Interior stated in a letter to the sub- 
committee dated July 31, 1952: 


Negotiations with the TVA were initiated well in advance of the completion 
of the projects. In February 1947, the costs allocable to power were estimated 
at about $77,000,000. Late in 1948 when the agreement was being concluded, 
costs allocable to power were estimated to have increased to the order of $100,- 
000,000. In November 1950, the Corps of Engineers estimated the costs allocable 
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to power to be about $113,000,000. Considering these estimates, it is believed 
that $100,000,000 assumed as the cost allocable to power at the time the final 
agreement with the TVA was being negotiated is reasonable. 

* * * * * ok * 


In 1948, the Corps of Engineers estimated the annual operation and mainte- 
nance costs chargeable to power were $285,000. It was agreed that only a small 
portion of the expenses of the Interior marketing agency would be applicable due 
to the nature of this transaction and the fact that TVA was assuming respon- 
sibility for almost all actual operating matters not handled by the Army. The 
annual amortization charges were computed on the use of a period of 50 years 
for amortization of the power investment. Using these data as a basis, it was 
determined that the annual charge of $3,500,000 would be sufficient to meet the 
annual costs. 

A study was made by this Department to determine the number of years re- 
quired to recover the investment in the project after deducting from the annual 
revenues the amount necessary to cover annual expenses. This study showed 
that at the end of 63 years the projects would be completely free of debt and on 
a self-sustaining basis for indefinite future operations, based on 50-year amortiza- 
tion of power investment. This includes accumulation of a surplus equal to the 
ye cost of short-life items over the last 11 years of the period. In these studies 

2-percent interest rate was used. This rate was supported by the fact that the 
aan cost of money to the Government at the time was under 2 percent and 
has for a long time been in the neighborhood of 2 percent. 


The Department of the Interior bas informed the subcommittee that 
the purpose of the 63-vear period is to accumulate a surplus to cover 
the costs cf the short-life items which the annual revenues are not 
sufficient to cover. In this way they amortize all the power items 
within 50 years after they have been installed. This differs from the 
method of amortization used by the C orps of Engineers where all the 
power costs are paid off within the amortization period and it results 
in a somewhat higher annual charge to power. 

The statement by the Interior Department that the cost of money 
to the Federal Government was under 2 percent in 1948 is not quite 
accurate. A check of the figures with the Treasury Department 
reveals that although on December 1, 1948, the interest rate on all 
marketable securities was 1.9782 percent, the over-all average interest 
rate which the Treasury paid on all its outstanding securities, exclud- 
ing the special issues to other Federal agencies, was 2.1593 percent. 
However, the Interior Department’s interest rate is closer to the actual 
cost of the money to the United States Government than the corps’ 
original interest rate of 3 percent. The corps now intends to revise 
this rate downward to 24% percent which would mere closely coincide 
with the present over-all interest rate on Treasury securities. 

Using the 2-percent interest rate and the 63-year period mentioned 
above, the Interior Department determined in December 1948 that 
the $100,000,000 estimated cost would result in the following annual 
charges: 


Amortization and replacement____.___..----- Pate seen hc ars $1, 180, 000 
Interest : er aie Sala cata eens 2, 000, 000 
Operation and maintenance _ --__- 5b ala ee See ee 285, 000 

Total Sa : niu le a ee i a Ni ee 3, 465, 000 


From this total they aveubdiaais nagdtiated the contract which would 
result in power revenues of $3,500,000. The Acting Secretary of the 
Interior has informed the subcommittee that— 

The power marketing agreement provides that the parties will review the 
results of operations and the determination of applicable charges at the request 


of either party but not at intervals shorter than 5 years unless otherwise agreed, 
in order to determine whether a change in the applicable charges is necessary to 
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achieve the objectives of the agreement. The agreement was signed on December 
18, 1948, and, therefore, it is automatically subject to review by December 18, 
1953. * * * Therefore, it is expected to be necessary to recompute the 
pay-out of the projects to take into account the latest cost estimates. 

In that review of pay-out of the projects, the parties to the contract 
could also consider a more reliable and up-to-date interest rate. At 
that time they could also consider their short-life items in relation to 
the amortization period and their methods of allocation of costs. 
This provision for review is a commendable item which allows for the 
adjustment and the prevention of any long-term inequities that may 
develop due to changes in circumstances. 

On November 6, 1950, the C orps of Engineers revised its figures 
and determined that the total investment for the three projects 
amounted to $159,881,000. For each project they appear to have 
allocated the total investment among the functions in direct propor- 
tion to the single-purpose alternative projects which would produce 
substantially the same benefits as the particular function would pro- 
duce in the multiple-purpose project. The corps does not indicate 
whether or not these alternative projects are justifiable but pre- 
sumably if they are it is by coincidence rather than by design. This 
method is in effect the separable projects method and produces a total 
allocation to power for the three projects of $112,920,700. From 
these figures of the Corps of Engineers the annual charges to power are: 


Interest at 3 percent__._...----.- ; ainda pata 


3, 387, 300 
Amortization (50 vears at 3 percent) ___- a 1, 001, 900 


Operation and maintenance (allocated in | proportion to ope ration 
and maintenance costs of single-purpose projects) -__- tes 510, 000 


Wee Se het cos ie aoe eal ce gels Galea a elie ee cal cca cont dS cant thee 899, 200 


Thus, almost 2 years atlas the Interior Department has allocated 
costs, the C orps of Engineers has arrived at an allocation which is 
$1,434,200 greater due to: (1) Increased project costs, (2) a different 
interest rate to be charged for the use of the investment money, (3) 
increase in the estimated operation and maintenance costs, (4) a 
somewhat different method of amortizing in a 50-year period, and 
perhaps, (5) a slightly different method of allocating costs. 

In a letter dated May 27, 1952, from the Chief of Engineers to the 
subcommittee, he states: 

The Corps of Engineers has not been furnished with the costs which the power 
marketing agency considers properly chargeable to power. However, discussions 
between representatives of the power marketing agency and this office indicated 
that agency considered that power should not share in the joint costs, that a period 
of amortization substantially longer than 50 years should be used, and that a rate 
of interest of 2 percent should be used. These views are inconsistent with the 
information furnished to various committees of Congress by the Corps of Engineers 
in support of authorizations and appropriations, accordingly the Corps of Engi- 
neers does not concur in those views. 

This statement indicates a considerable lack of coordination between 
the two agencies. The figures furnished by the Interior Department 
show that they have allocated some of the joint costs to power. 

A considerable lack of coordination also exists between the Interior 
Department and the Federal Power Commission. The Chairman of 
the Federal Power Commission points out in his letter of June 13, 
1952, to the subcommittee: 

* * * that the agreement (between the Interior Department and the TVA), 
dated December 18, 1948, provides that the schedule of rates and charges con- 
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tained therein shall become effective upon confirmaticn and approval by the 
Federal Power Commission. Such confirmation and approval is, of course, 
required by the Flood Control Act cf 1944. 

In its letter to the Secretary of the Interior, dated September 27, 1950, the 
Commission pointed out among other matters that although the rates and charges 
contained in the above-mentioned agreement had been discussed briefly with 
Interior staff members, they had not been submitted for the approval of the 
Commission. It was urged that the Secretary meet with the Commission to 
discuss the various matters covered in that letter. In his reply dated November 2, 
1950, the Secretary of the Interior stated that his Department was engaged in a 
study of the questions relating to the entire problem of the establishment of 
rates for the disposal of power from Federal projects and that he would reply 
further as soon as substantial progress had been made in the matter. 

The situation is not one to inspire confidence in the Corps of Engi- 
neers, the Department of the Interior, or the Federal Power Com- 
mission. 

In brief, it appears that the Corps of Engineers built three projects 
which will provide electric energy. Under law the Department of the 
Interior is to dispose of the power at rates approved by the Federal 
Power Commission. ‘The Corps of Engineers has not kept the De- 
partment of the Interior advised on costs. The Department of the 
Interior has negotiated a contract for sale of power prior to obtaining 
approval of rates from the Federal Power Commission. Although 
the contract for sale was made in 1948, the Federal Power Commis- 
sion has not yet acted on its approval. 

The annual re port of the Tennessee Valley Authority for 1949 clearly 
stated that the estimated average annual payments for the complete 
energy output of the three projects would total $3% million (Dale 
Hollow, $500,000; Center Hill, $1,000,000; Wolf C reek, $2,000,000). 
To compound the confusion, notwithstanding the fact that these 
figures were published, representatives of the Corps of Engineers 
appearing before the Appropriations Committee of the House of 
Representatives when asked what the power revenues from the 
projects would be, stated that the power bene fits from Dale Hollow 
would amount to $1,352,000, from Center Hill, $3,515,000, and from 
Wolf Creek, $6,673,000 annually. These be nefits total over $11% 
million as compared with the estimated $3% million revenue. No 
satisfactory explanation of the nature of the benefits in excess of the 
revenues has been furnished the subcommittee. It is also to be noted 
that the fact that estimated costs are in excess of estimated revenues 
was not immediately obvious because these benefit figures were given 
when revenue figures were requested. 


Kines River Prosecr 


It is important to note that the cost-allocation problem is not 
limited to a question of charges and rates for the sale of electric power. 
The Corps of Engineers introduced a statement in refutation of a 
public criticism of allocation of costs in connection with the Kings 
River project in California (p. 105 of hearings). 

The criticism as reported by the Corps of Engineers read: 

The point at stake was that, under ma reclamation system of repayment by 
the consumers for water supplied by the Government, the Federal Treasury would 


receive a greater return than under the engineers plan of relatively insignificant 
participation by the consumers. 
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The explanation given states: 


This gives an erroneous picture of the position of the Corps of Engineers in 
the matter of repayment by water users for the Pine Flat Dam. In addition, 
acting under instructions from the President, the Chief of Engineers joined with 
the Bureau of Reclamation in working out an allocation of cost for repayment by 
water users. The results, as reported in February 1947 and published in House 
Document No. 136, Eightieth Congress, were as follows: 


Department of the Interior ris $14, 250, 000 
Corps of Engineers ae 13, 232, 000 
State ot California_ ‘ 10, 000, 000 
Water users__- : 10, 000, 000 


The Chief of Engineers recognized the interest of the Bureau of Reclamation 
in this matter and recommended that the division of cost to irrigation be set at 
an amount not to exceed $14,250,000. It does not appear therefore, that the 
Corps of Engineers contemplated an “insignificant participation by the con- 
sumers’”’ as compared with that considered appropriate by the Bureau of Recla- 
mation. The two allocations were very close together. 


This item, however, does not present a complete picture. The 
Commissioner of Reclamation has written (letter of July 12, 1950, 
Congressional Record, p. 11484, vol. 96, 82d Cong.): 


It is my opinion that $14,250,000 as a reimbursable allocation to irrigation is 
not up to date in view of the increased costs of the project. 


In the facts behind these statements apparently lies an attempt by 
the Corps of Engineers to hold to an allocation of costs based on an 
estimated figure arrived at in 1947. 

This project was authorized in 1944, when its estimated cost was 
$19,000,000, subject to the following provisions: 


Provided, That the conditions of local cooperation specified in said document shall 
not apply: Provided further, That the Secretary of War shall make arrangements 
for payment to the United States by the State or other responsible agency, either 
in lump sum or annual installments, for conservation storage when used: Provided 
further, That the division of costs between flood control, and irrigation and other 
water uses shall be determined by the Secretary of War on the basis of continuing 
studies by the Bureau of Reclamation, the War Department, and the local 
organizations. 


The War Department Civil Appropriation Act of 1947 appropriated 
$1,000,000 for this project subject to the following provisos: 


Provided, That none of the appropriation for the Kings River and Tulare Lake 
project, California, shall be used for the construction of the dam until the Secre- 
tary of War has received the reports as to the division of costs between flood con- 
trol, navigation, and other water uses from the Bureau of Reclamation and local 
organizations and, with the concurrence of the Secretary of the Interior, shall have 
made a determination as to what the allocation shall be: Provided further, That 
the reports from these continuing studies shall be made not later than 6 months 
from the date of the enactment of this Act and that the agreement of concurrence 
shall be made not later than 9 months from the date of the enactment of this act. 


Accordingly, by 1947 the Corps of Engineers, the Bureau of Recla- 
mation, the State of California, and the local water users agreed that 
the estimated total costs to be allocated were $36,429,000. However, 
the various agencies disagreed as to the exact amount to be allocated 
between irrigation and flood control. Their various recommendations 
were as follows (H. Doc. 136, 80th Cong., Ist sess., p. 3): 


Irrigation Flood control 
Department of the Interior __ ; j $14, 250, 000 BLS », 250, 000 
Corps of Engineers - - ‘ : : 13, 232, 000 20, 268, 000 
State of California 10, 000, 000 23, 500, 000 


2 
3, 
Local water users_- 10, Q00, 000 23, 500, 000 
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On the basis of these recommendations, the Secretary of War on 


January 31, 1947, determined that— 
* %* * in order to meet the requirements of the existing law (the 1947 War 
Department Civil Appropriations Act, * * * the division of cost to irriga- 
tion should be set at an amount not to exceed $14,250,000, the exact amount to 
be agreed upon between the Bureau of Reclamation and the local agencies 
concerned. 

Since that time, however, the estimated total cost of the project 
has risen to $51,121,000 (Corps of Engineers’ figure) and the irrigation 
benefits now amount to 52 percent of the total (Corps of Engineers’ 
estimate). Despite this fact, the corps now is unwilling to make any 
reallocation of the costs. 

The Secretary of the Army claimed in a letter published in Con- 
gressional Record, page 9309, Eighty-second Congress, that 

It is the established policy of this Department that official cost allocations for 
multiple-purpose river-development projects are made when the projects are 
approaching completion and actual costs are known with a high degree of cer- 
tainty. Cost allocations made earlier must of necessity be based on estimates 
which are much less certain, particularly in times of rising costs, such as the 
recent postwar years. By making allocations at the end of project construction, 
it is possible to distribute equitably to all project functions their proper r share of 


actual costs; a distribution which is not possible if allocations to certain functions 
are made firm at an earlier stage. 


But then continued: 


In view of the item in the 1947 Appropriation Act and the submission of House 
Document No. 136, there is no authority now available for a reallocation of costs 
on the project. 

To this letter of the Secretary of the Army, Senator Paul H. Douglas 
has pointed out (Congressional Record, p. 9311, vol. 98, 82d Cong.): 

(a) The 1947 act does not repeal the provisions of the 1944 Flood Control Act; 
(b) the 1947 act does not ne that the allocation thereunder shall be final and 
permanently binding; (c) » 1947 act did not authorize the Secretary to set any 
top limit on irrigation costs,  eogubdiens of cost changes; and (d) it was generally 
understood that the > purpose of this proviso in the 1947 act was to make doubly 
sure of compliance with the repayment provisions of reclamation law. 

It might also be noted that the 1947 act called for continuing and 
not final studies. 

As of the present time, the Corps of Engineers, the Bureau of 
Reclamation, and the water users have not been able to agree on a 
final cost allocation. 

It is apparent that the Corps of Engineers has interpreted the 
language of the 1947 War Department Civil Appropriations Act in 
a manner to permit it to retain the original cost allocation. It has 
deviated from its stated usual policy by disregarding the great changes 
in the costs and in the benefits which have taken place i in the project. 

Part of the difficulty seems to have its origin in the vigorous oppo- 
sition by the proposed beneficiaries of the project to any change in 
cost allocation. They tend to treat the allocation as a vested right, 
when it is favorable to them, and in this case they have even offered 
to reimburse only $10,000,000 of the allocated costs. 

This difficulty is not new nor is it confined to this project. Ina 
period of rising costs some beneficiaries, when asked to reimburse 
part of the costs, will claim that they should only reimburse at the 
previously determined low ‘‘bargain’’ rates. This is especially true 
when it has not been made clear to them that the first allocation is 
merely an estimate and not based on the actual costs of the projects. 
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lt is surprising to see the corps so stanchly support its original 
estimated figures as a proper and final determination of the allocated 
costs. This is particularly so in view of the fact that the Corps of 
Engineers has stated it has an established policy of allocating the 
final costs when the project is nearing completion. The corps has 
advocated the use of such a policy in the Southwest power projects 
case. Should there be a different policy for a different geographical 
location? 

There is no sound reason why the sum of the allocated costs should 
be less than the actual cost of the project. No tentative allocation 
which is made prior to the completion of the project can be firm. It 
should be made clear to those who are required to contribute toward 
reimbursing certain project costs that all computations are estimates 
only until actual costs are known. 


Discussion 


It appears obvious to the subcommittee that at the present time 
the agencies of the executive branch are operating in considerable con- 
fusion in the problem of allocation of costs. While Congress has in a 
few instances been specific in designating what agency should allocate 
costs and what purposes costs should be allocated to, it has not been 
adequately specific in outlining a policy te be followed in all instances. 

The subcommittee is of the opinion that as a general policy costs 
should be allocated so that each of the functions involved in a project 
will participate equitably in the economies or benefits resulting from 
the multipie-purpose approach. The subcommittee is favorably im- 
prueees by the separable costs, remaining benefits procedure that has 
ven developed by the Interagency River Basin Committee. Under 
this method it appears that the costs allocated to any function would 
not exceed the benefits accruing to that function nor would they be less 
that the separable costs entailed by including that function in the 
project. The subcommittee is inclined to believe it desirable that this 
method generally be adopted for future use. As an important excep- 
tion, however, the history of those projects already authorized must be 
considered, for that history may indicate that it would be unreasonable 
to use this particular method. Reason must enter into each calcula- 
tion. It would appear undesirable to prescribe any rigid rules for 
allocations. The result is, after all, an informed judgment. The 
subcommittee believes the agencies of the executive branch of govern- 
ment should be warned not to indulge in unrealistic or irrational 
allocation procedures directed towards the justification of some 
preconceived solution. 

The construction agency which builds a project should best know 
the actual cost of a project, and of the various functions it is intended 
to serve. However, actual allocations might better be made by some 
agency having no direct part in the construction or operation of a 
project. Such an agency should be one having no direct relationship 
with any segment of the public in the disposal of any reimbursable 
products of the project. While the Federal Power Commission might 
fit these requirements so far as electric energy is concerned, the sub- 
committee doubts that the Commission should be called upon to pass 
upon other categories of allocation. Power costs are not the only 
costs needing impartial allocation. Accordingly, it seems that of the 
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present agencies probably the Bureau of the Budget would be the best 
fitted to act for the executive branch in coordinating this phase of 
work and giving final approval to the costs allocated to each purpose. 

[t is important that all concerned with allocation of costs be aware 
at all times that preliminary figures are only estimates and that final 
allocations should not be made until final costs are known. Even then 
there may be justification from time to time to review allocations in 
light of experienced uses and benefits of the project. Any agreements 
entered into with non-Federal agencies should clearly point out that 
cost allocations are subject to revision when final costs are available 
and obligations of such non-Federal agencies may be affected by the 
final allocations. 

It.is the opinion of the subcommittee that allocations should be 
made only to purposes provided in law either generally or in specific 
provisions for an individual project. There are instances, described 
in the report and set forth more fully in the hearings, of allocations 
in the nature of charge-offs being made for purposes that were never 
considered by Congress either in connection with specific projects or 
in connection with the general purposes of water resource develc .ment. 

The subcommittee believes that in the future every repor. sub- 
mitted to Congress recommending the authorization of a multiple- 
purpose project should have set forth in it an estimated allocation of 
costs with an explanation and justification of the procedure used. If 
subsequent to authorization reasons should develop whereby it is 
considered desirable to change the method proposed for allocating 
costs or the purposes to which costs are to be allocated, a report 
should be made by the executive branch to Congress. 

The three examples cited—Southwest power projects, Cumberland 
River projects, and Kings River project—should indicate clearly that 
the Department of the Interior, the Corps of Engineers, and the Fed- 
eral Power Commission have not been consistently diligent, sound, 
or objective in their actions involving allocation of cost problems. 
The subcommittee is concerned primarily with improving the existing 
situation regarding water resource development projects. An ex- 
tended criticism of the agencies’ faults and errors is not an essential 
part of this effort. The absence of such extended and detailed 
criticism should not be taken by the agencies as any condoning of their 
lapses by the subcommittee. They should, however, make more 
concerted efforts to demonstrate that they recognize that they all are 
a part of the administrative machine of a single government and all 
have a responsibility to the general taxpayer as well as to special 
groups. 

RECOMMENDATIONS 


oe subcommittee recommends: 

That all costs of a water-resource development project be 
alloc ated so that each authorized purpose of the project will bear its 
own fair share of these costs and share equitably in economies or 
savings resulting from the use of a multiple-purpose development. 

2. That the proposed allocation of costs for a project to the various 
purposes of water-resource development be initiated by the pertinent 
construction agency and that the comments of agencies preperly con- 

cerned with the allocation or the project be made on such proposed 
siiee ation. 
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3. That the Bureau of the Budget, Executive Office of the President, 
be designated as the agency of the executive branch to approve both 
tentative and final allocations of costs to the various purposes of 
water-resource development projects. 

4. That hereafter all reports to Congress recommending the author- 
ization or adoption of a water-resource development project or in 
review of an authorized project include an allocation of all estimated 
costs together with an explanation and justification of the method of 
allocation proposed by the principal reporting agency and a statement 
of views thereon of each agency properly concerned with the alloca- 
tion or the project. 

5. That in the event a change in the method of allocation or the 
purposes of allocation is considered desirable subsequent to a report 
such as contemplated in paragraph No. 3, a supplemental report 
thereon be submitted to Congress for consideration by the com- 
mittees responsible for oversight of the project prior to any firm com- 
mitments by the executive agencies on behalf of the Government 
based on the revised allocation, such report to be included as a part 
of any more comprehensive report required to be made on the project. 

6. That final allocations of capital cost be made only after com- 
pletion of construction when all investment costs are known. 





